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common-law rules applicable in deter-
mining the employer-employee rela-
tionship. The term employee also in-
cludes an individual who qualifies as an 
employee under the State or Federal un-
employment compensation law cov-
ering his employment, whether or not 
such an individual could qualify as an 
employee under such common-law 
rules. 

(3) Involuntary separation from the em-
ployment of the employer. Whether a sep-
aration from the employment of the em-
ployer occurs is a question to be de-
cided with regard to all the facts and 
circumstances. However, for purposes 
of section 501(c)(17), the term separation 
includes both a temporary separation 
and a permanent severance of the em-
ployment relationship. Thus, for exam-
ple, an employee may be separated 
from the employment of his employer 
even though at the time of separation 
it is believed that he will be reem-
ployed by the same employer. Whether 
or not an employee is involuntarily sep-
arated from the employment of the em-
ployer is a question of fact. However, 
normally, an employee will not be 
deemed to have separated himself vol-
untarily from the employment of his 
employer merely because his collective 
bargaining agreement provides for the 
termination of his services upon the 
happening of a condition subsequent 
and that condition does in fact occur. 
For example, if the collective bar-
gaining agreement provides that the 
employer may automate a given de-
partment and thereby dislocate several 
employees, the fact that the employ-
ees’ collective bargaining agent has 
consented to such a condition will not 
render any employee’s subsequent un-
employment for such cause voluntary. 

(4) Other similar conditions. Involun-
tary separation directly resulting from 
other similar conditions includes, for ex-
ample, involuntary separation from the 
employment of the employer resulting 
from cyclical, seasonal, or techno-
logical causes. Some causes of involun-
tary separation from the employment 
of the employer which are not similar 
to those enumerated in section 
501(c)(17)(D)(i) are separation for dis-
ciplinary reasons or separation because 
of age. 

(5) Subordinate sick and accident bene-
fits. In general, a sick and accident ben-
efit payment is an amount paid to an 
employee in the event of his illness or 
personal injury (whether or not such 
illness or injury results in the employ-
ee’s separation from the service of his 
employer). In addition, the phrase sick 
and accident benefits includes amounts 
provided under the plan to reimburse 
an employee for amounts he expends 
because of the illness or injury of his 
spouse or a dependent (as defined in 
section 152). Sick and accident benefits 
may be paid by a trust described in sec-
tion 501(c)(17) only if such benefits are 
subordinate to the separation pay-
ments provided under the plan of which 
the trust forms a part. Whether the 
sick and accident benefits provided 
under a supplemental unemployment 
compensation benefit plan are subordi-
nate to the separation benefits pro-
vided under such plan is a question to 
be decided with regard to all the facts 
and circumstances. 

[T.D. 6972, 33 FR 12900, Sept. 12, 1968] 

§ 1.501(c)(17)–2 General rules. 
(a) Supplemental unemployment com-

pensation benefits. Supplemental unem-
ployment compensation benefits as de-
fined in section 501(c)(17)(D) and para-
graph (b)(1) of § 1.501(c)(17)–1 may be 
paid in a lump sum or installments. 
Such benefits may be paid to an em-
ployee who has, subsequent to his sepa-
ration from the employment of the em-
ployer, obtained other part-time, tem-
porary, or permanent employment. 
Furthermore, such payments may be 
made in cash, services, or property. 
Thus, supplemental unemployment 
compensation benefits provided to in-
voluntarily separated employees may 
include, for example, the following: 
Furnishing of medical care at an estab-
lished clinic, furnishing of food, job 
training and schooling, and job coun-
seling. If such benefits are furnished in 
services or property, the fair market 
value of the benefits must satisfy the 
requirements of section 
501(c)(17)(A)(iii), relating to non-
discrimination as to benefits. However, 
supplemental unemployment com-
pensation benefits may be provided 
only to an employee and only under 
circumstances described in paragraph 
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(b)(1) of § 1.501(c)(17)–1. Thus, a trust de-
scribed in section 501(c)(17) may not 
provide, for example, for the payment 
of a death, vacation, or retirement ben-
efit. 

(b) Sick and accident benefits. If a 
trust described in section 501(c)(17) pro-
vides for the payment of sick and acci-
dent benefits, such benefits may only 
be provided for employees who are eli-
gible for receipt of separation benefits 
under the plan of which the trust is a 
part. However, the sick and accident 
benefits need not be provided for all 
the employees who are eligible for re-
ceipt of separation benefits, so long as 
the plan does not discriminate in favor 
of persons with respect to whom dis-
crimination is proscribed in section 
501(c)(17)(A) (ii) and (iii). Furthermore, 
the portion of the plan which provides 
for the payment of sick and accident 
benefits must satisfy the non-
discrimination requirements of section 
501(c)(17)(A) (ii) and (iii) without regard 
to the portion of the plan which pro-
vides for the payment of benefits be-
cause of involuntary separation. 

(c) Correlation with other plans. (1) In 
determining whether a plan meets the 
requirements of section 501(c)(17)(A) 
(ii) and (iii), any benefits provided 
under any other plan shall not be 
taken into consideration except in the 
particular instances enumerated in sec-
tion 501(c)(17)(B) (i), (ii), and (iii). In 
general, these three exceptions permit 
a plan providing for the payment of 
supplemental unemployment com-
pensation benefits to satisfy the non-
discrimination requirements in section 
501(c)(17)(A) (ii) and (iii) if the plan is 
able to satisfy such requirements when 
it is correlated with one or more of the 
plans described in section 501(c)(17)(B). 

(2) Under section 501(c)(17)(B)(i), a 
plan will not be considered discrimina-
tory merely because the benefits under 
the plan which are first determined in 
a nondiscriminatory manner (within 
the meaning of section 501(c)(17)(A)) 
are then reduced by any sick, accident, 
or unemployment compensation bene-
fits received under State or Federal 
law, or are reduced by a portion of 
these benefits if determined in a non-
discriminatory manner. Under this ex-
ception, a plan may, for example, sat-
isfy the requirements of section 

501(c)(17)(A)(iii) if it provides for the 
payment of an unemployment benefit 
and the amount of such benefit is de-
termined as a percentage of the em-
ployee’s compensation which is then 
reduced by any unemployment benefit 
which the employee receives under a 
State plan. In addition, a plan could 
provide for the reduction of such a plan 
benefit by a percentage of the State 
benefit. Furthermore, a plan may also 
satisfy the requirements of section 
501(c)(17)(A) if it provides for the pay-
ment to an employee of an amount 
which when added to any State unem-
ployment benefit equals a percentage 
of the employee’s compensation. 

(3) Under section 501(c)(17)(B)(ii), a 
plan will not be considered discrimina-
tory merely because the plan provides 
benefits only for employees who are 
not eligible to receive sick, accident, 
or unemployment compensation bene-
fits under State or Federal law. In such 
a case, however, the benefits provided 
under the plan seeking to satisfy the 
requirements of section 501(c)(17) must 
be the same benefits, or a portion of 
the same benefits if determined in a 
nondiscriminatory manner, which such 
ineligible employees would receive 
under State or Federal law if they were 
eligible for such benefits. Under this 
exception, for example, an employer 
may establish a plan only for employ-
ees who have exhausted their benefits 
under the State law, and, if the plan 
provides for such employees the same 
benefits which they would receive 
under the State plan, the State plan 
and the plan of the employer will be 
considered as one plan in determining 
whether the requirements relating to 
nondiscrimination in section 
501(c)(17)(A) are satisfied. Furthermore, 
such a plan could also qualify even 
though it does not provide all of the 
benefits provided under the State plan. 
Thus, a plan could provide for the pay-
ment of a reduced amount of the bene-
fits, or for the payment of only certain 
of the types of benefits, provided by the 
State plan. For example, if the State 
plan provides for the payment of sick, 
accident, and separation benefits, the 
plan of the employer may provide for 
the payment of only separation bene-
fits, or for the payment of an amount 
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equal to only one-half of the State pro-
vided benefit. However, if a plan pro-
vides benefits for employees who are 
not eligible to receive the benefits pro-
vided under a State plan and such ben-
efits are greater or of a different type 
than those under the State plan, the 
plan of the employer must satisfy the 
requirements of section 501(c)(17)(A) 
without regard to the benefits and cov-
erage provided by the State plan. 

(4) Under section 501(c)(17)(B)(iii), a 
plan is not considered discriminatory 
merely because the plan provides bene-
fits only for employees who are not eli-
gible to receive benefits under another 
plan which satisfies the requirements 
of section 501(c)(17)(A) and which is 
funded solely by contributions of the 
employer. In such a case, the plan 
seeking to qualify under section 
501(c)(17) must provide the same bene-
fits, or a portion of such benefits if de-
termined in a nondiscriminatory man-
ner, as are provided for the employees 
under the plan funded solely by em-
ployer contributions. Furthermore, 
this exception only applies if the em-
ployees eligible to receive benefits 
under both plans would satisfy the re-
quirements in section 501(c)(17)(A)(ii), 
relating to nondiscrimination as to 
coverage. The plan of the employer 
which is being correlated with the plan 
seeking to satisfy the requirements of 
section 501(c)(17) may be a plan which 
forms part of a voluntary employees’ 
beneficiary association described in 
section 501(c)(9), if such plan satisfies 
all the requirements of section 
501(c)(17)(A). Under this exception, for 
example, if an employer has estab-
lished a plan providing for the payment 
of supplemental unemployment com-
pensation benefits for his hourly wage 
employees and such plan satisfies the 
requirements of section 501(c)(17)(A) 
(even though the plan forms part of a 
voluntary employees’ beneficiary asso-
ciation described in section 501(c)(9)), 
the salaried employees of such em-
ployee may establish a plan for them-
selves, and, if such plan provides for 
the same benefits as the plan covering 
hourly-wage employees, both plans 
may be considered as one plan in deter-
mining whether the plan covering the 
salaried employees satisfies the re-
quirement that is be nondiscrim-

inatory as to coverage. The foregoing 
example would also be applicable if the 
benefits provided for the salaried em-
ployees were funded solely or in part 
by employer contributions. 

(d) Permanency of the plan. A plan 
providing for the payment of supple-
mental unemployment compensation 
benefits contemplates a permanent as 
distinguished from a temporary pro-
gram. Thus, although there may be re-
served the right to change or terminate 
the plan, and to discontinue contribu-
tions thereunder, the abandonment of 
the plan for any reason other than 
business necessity within a few years 
after it has taken effect will be evi-
dence that the plan from its inception 
was not a bona fide program for the 
purpose of providing supplemental un-
employment compensation benefits to 
employees. Whether or not a particular 
plan constitutes a permanent arrange-
ment will be determined by all of the 
surrounding facts and circumstances. 
However, merely because a collective 
bargaining agreement provides that a 
plan may be modified at the termi-
nation of such agreement, or that par-
ticular provisions of the plan are sub-
ject to renegotiation during the dura-
tion of such agreement, does not nec-
essarily imply that the plan is not a 
permanent arrangement. Moreover, the 
fact that the plan provides that the as-
sets remaining in the trust after the 
satisfaction of all liabilities (including 
contingent liabilities) under the plan 
may be returned to the employer does 
not imply that the plan is not a perma-
nent arrangement nor preclude the 
trust from qualifying under section 
501(c)(17). 

(e) Portions of years. A plan must sat-
isfy the requirements of section 
501(c)(17) throughout the entire taxable 
year of the trust in order for the trust 
to be exempt for such year. However, 
section 501(c)(17)(C) provides that a 
plan will satisfy the nondiscrimination 
as to classification requirements of 
section 501(c)(17)(A) if on at least one 
day in each quarter of the taxable year 
of the trust it satisfies such require-
ments. 

(f) Several trusts constituting one plan. 
Several trusts may be designated as 
constituting part of one plan which is 
intended to satisfy the requirements of 
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section 501(c)(17), in which case all of 
such trusts taken as a whole must 
meet the requirements of such section. 
The fact that a combination of trusts 
fails to satisfy the requirements of sec-
tion 501(c)(17) as one plan does not pre-
vent such of the trusts as satisfy the 
requirements of section 501(c)(17) from 
qualifying for exemption under that 
section. 

(g) Plan of several employers. A trust 
forming part of a plan of several em-
ployers, or the employees of several 
employers, will be a supplemental un-
employment benefit trust described in 
section 501(c)(17) if all the require-
ments of that section are otherwise 
satisfied. 

(h) Investment of trust funds. No spe-
cific limitations are provided in sec-
tion 501(c)(17) with respect to invest-
ments which may be made by the 
trustees of a trust qualifying under 
that section. Generally, the contribu-
tions may be used by the trustees to 
purchase any investments permitted by 
the trust agreement to the extent al-
lowed by local law. However, the tax- 
exempt status of the trust will be for-
feited if the investments made by the 
trustees constitute prohibited trans-
actions within the meaning of section 
503. See section 503 and the regulations 
thereunder. In addition, such a trust 
will be subject to tax under section 511 
with respect to any unrelated business 
taxable income (as defined in section 
512) realized by it from its investments. 
See sections 511 to 515, inclusive, and 
the regulations thereunder. 

(i) Allocations. If a plan which pro-
vides sick and accident benefits is fi-
nanced solely by employer contribu-
tions to the trust, and such sick and 
accident benefits are funded by pay-
ment of premiums on an accident or 
health insurance policy (whether on a 
group or individual basis) or by con-
tributions to a separate fund which 
pays such sick and accident benefits, 
the plan must specify that portion of 
the contributions to be used to fund 
such benefits. If a plan which is fi-
nanced in whole or in part by employee 
contributions provides sick and acci-
dent benefits, the plan must specify the 
portion, if any, of employee contribu-
tions allocated to the cost of funding 
such benefits, and must allocate the 

cost of funding such benefits between 
employer contributions and employee 
contributions. 

(j) Required records and returns. Every 
trust described in section 501(c)(17) 
must maintain records indicating the 
amount of separation benefits and sick 
and accident benefits which have been 
provided to each employee. If a plan is 
financed, in whole or in part, by em-
ployee contributions to the trust, the 
trust must maintain records indicating 
the amount of each employee’s total 
contributions allocable to separation 
benefits. In addition, every trust de-
scribed in section 501(c)(17) which 
makes one or more payments totaling 
$600 or more in 1 year to an individual 
must file an annual information return 
in the manner described in paragraph 
(b)(1) of § 1.6041–2. However, if the pay-
ments from such trust are subject to 
income tax withholding under section 
3402(o) and the regulations thereunder, 
the trust must file, in lieu of such an-
nual information return, the returns of 
income tax withheld from wages re-
quired by section 6011 and the regula-
tions thereunder. In such cir-
cumstances, the trust must also fur-
nish the statements to the recipients of 
trust distributions required by section 
6051 and the regulations thereunder. 

[T.D. 6972, 33 FR 12901, Sept. 12, 1968, as 
amended by T.D. 7068, 35 FR 17328, Nov. 11, 
1970] 

§ 1.501(c)(17)–3 Relation to other sec-
tions of the Code. 

(a) Taxability of benefit distributions— 
(1) Separation benefits. If the separation 
benefits described in section 
501(c)(17)(D)(i) are funded entirely by 
employer contributions, then the full 
amount of any separation benefit pay-
ment received by an employee is in-
cludible in his gross income under sec-
tion 61(a). If any such separation ben-
efit is funded by both employer and 
employee contributions, or solely by 
employee contributions, the amount of 
any separation benefit payment which 
is includible in the gross income of the 
employee is the amount by which such 
distribution and any prior distribu-
tions of such separation payments ex-
ceeds the employee’s total contribu-
tions to fund such separation benefits. 
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